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Pre petition Debtor-husband was appointed as his brother’s
conservator. Husband was then removed, and sued in state court by
his successor. The successor also sued Debtor-wife. The successor 
obtained a judgment against both Debtors. The judgment against
the wife was based on a theory of fraudulent conveyance. 

Husband and wife then filed Chapter 7. The then acting
conservator filed a Section 523 action against both debtors.  At
trial, another successor conservator relied on the state court
judgment’s preclusive effect to make out his §  523(a)(6) claim.
The bankruptcy court held against him, and declared the judgment
dischargeable as to the wife. 

On appeal, the Bankruptcy Appellate Panel (BAP) affirmed.
The court reiterated that the issue preclusion law of the forum
state controls. In the case at bar, the state court judgment
merely recited that judgment against the wife was for “fraudulent
conveyance.” No other evidence was adduced to show that the state
court and jury considered whether the wife had acted with intent
to injure, as required by §  523(a)(6). Under Oregon law,
intentional injury may be irrelevant to fraudulent conveyance
liability, as same may be premised on constructive fraud which
requires no intentional injury. Thus, under Oregon law, two of
the [five] elements of issue preclusion had not been shown, those
being that the issue [intentional injury] in the two proceedings
was identical and that the issue was actually litigated and was
essential to a final decision on the merits of the prior
proceeding. The state court judgment was therefore not entitled
to preclusive effect.
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